Abstract-In times of economic austerity, governments faced with declining revenues and political restraints on increasing taxes, must resort to major budgetary cutbacks. However, relatively little is known about how the governments of developing countries make expenditure decisions, or perhaps more importantly, how they trade off between consumption and investment or between functional categories of expenditures. Some sectors are often thought to be more vulnerable than others to reductions; social sectors are usually considered more and defense sectors less susceptible. An analysis of Venezuelan military expenditures over the 1950-1983 period confirms the fact that a high level of stability exists in the country's pattern of defense expenditures and that during the country's current period of austerity, defense expenditures are likely to be cutback less than other functional expenditures such as health, education and economic development.
INTRODUCTION
Venezuela's years of economic boom and easy money are over. Income from petroleum exports, which make up around 95% of Venezuela's total exports and are the barometer of the nation's economic activity, have declined significantly in 1983 and 1984, causing serious strains on government finances and the economy as a whole.
Assuming that the world petroleum market remains stable over the short-and medium-term, prospects through the rest of the decade are for very little real price growth until the late 1980s. On the other hand, it is likely that Venezuela will continue to depend on oil as its chief source of income until the end of the century and it is not likely that nontraditional exports will play a major role in the country's balance of payments for at least a decade.
Venezuela is currently experiencing the highest unemployment levels in recent years, general dissatisfaction with the government, reduced government revenues, serious problems in the private sector and gloomy short-and medium-term prospects. In short, the country today faces a combination of economic, financial and social problems greater than any seen since the tumultuous days of the early 1960s. Furthermore, because of the recent softness on the wCll'ld oil market, Venezuela cannot count on obtaining substantial sums of hard currency in return for its exports of crude and refined products.
PATTERNS OF AUSTERITY
In times of economic austerity such as Venezuela is currently experiencing, the government, faced with declining revenues and political restraints on increasing taxes, must resort to major budgetary cutbacks. However, relatively little is known about how governments make expenditure decisions or, perhaps more importantly, how they trade off between consumption and investment or between sectors and categories of expenditures. Anecdotal evidence suggests that officials follow rather ad hoc rules for making large contractions in a short period of time-cutting new rather than ongoing projects, new rather than present employment, materials and travel expenses rather than personnel, and favoring ministries that are politically powerful or reducing those that had expanded most rapidly in the past [!] .
Some sectors are often thought to be more vulnerable than others to reductions; social sectors, in particular, are usually considered more and defense sectors less susceptible.
In general [2] , the programs, once enlarged, seem difficult to reduce, particularly if they generate large employment benefits. Likewise, governments seem unwilling to reduce areas that are supported by foreign assistance, both because they fear antagonizing aid donors and for the more practical reason that savings from such expenditure cuts are significantly less, since aid is also reduced by a proportionate amount.
As to the choice of which sectors to cut back, it is often felt that some sectors are more "vulnerable" than others to reductions. The defense sector, particularly, is usually considered difficult to reduce, while other sectors, particularly the social sectors such as health, education and rural development are considered vulnerable. The alleged vulnerability of the social sectors is clearly evident in writings coming from the World Bank, as the following quotes indicate:
In the difficult past few years, budgetary crises have often meant that social services were cut back, in the process unravelling carefully designed programs [3] .
Since many human development programs are publicly funded, they are especially vulnerable when growth is threatened and budgets are under pressure . . . The recurrent costs of social programs, especially salary costs, tended to make them a permanent and, therefore, vulnerable part of government budgets [4] .
Quick-fix relief through disproportionate cutbacks-in, for example, education or rural development-may well have negative consequences for the entire economy [5] .
Many member countries have had to reduce and reorient investment programs to curtail recurrent expenditures and to delay the completion of high priority development projects. Programs in health, education and other social sectors have been particularly vulnerable [6] .
In the crisis situations confronting African governments, education, training and health programs are continuously in danger of becoming the residual legatees of both resources and of attention by policymakers [7] .
Despite these rather strongly held views and such circumstantial evidence, little empirical investigation has been made on the vulnerability of different sectors to reductions in public expenditures. In a recent study [8] of37 cases ofbudgetary reductions (countries where real expenditures declined in one or more years), the vulnerability of different sectors to budgetary reduction was examined. Here, vulnerability was loosely defined as: l. A sector was well-protected if expenditures on it were reduced by less than the percent of reduction in total expenditures.
2. A sector was vulnerable if its percentage of reduction exceeded the average. In brief, a simple ratio of percentage changes in sectoral expenditures to those in total spending served as the measure of vulnerability. Where the ratio had a greater value than one, it indicated that the sector was highly vulnerable, while a value between zero and one indicated low vulnerability, with less than proportional reductions in the relevant sector. A negative value indicated that despite overall expenditure reductions, the sector was allowed to expand.
The result (Table l) based on an aggregation of the results from 37 observations, showed an average decline of 13% in real government expenditures, while the decline for the social sectors was only 5%, producing a vulnerability index of0.4. By contrast, the index is 0.6 for administrative/defense sectors and over l for production and infrastructure. In short, social sectors were less vulnerable to cuts than defense and administration, which in tum were considerably less y'.ulnerable than production and infrastructure-contrary to the generally accepted view. The fact that social sectors and defense were both relatively protected suggests that there were high political costs associated with reducing them. On the other hand, countries appeared to have been more willing to cut spending on infrastructure and production which had adverse implications for longer-term growth prospects but fewer early, direct and immediate political costs. These conclusions were not very different for countries belonging to different income groups. The low income countries (Table l) appear to have afforded slightly more protection to the social sectors and production and slightly less to administration and defense, but the difference was marginal. The middle income countries, such as Venezuela and Argentina, by contrast gave more protection to administration and defense and less to the productive and infrastructural sectors.
The apparent bias toward maintaining expenditures in the social services and defense may reflect the government's preference for present consumption over investment and future consumption, since social sectors and defense typically have a heavy bias toward recurrent expenditures and within these there is a sizable employment component. Politicians in Venezuela, particularly in election years, may find it more acceptable to reduce investment, growth and future consumption, especially ifthese reductions are uncertain and far off, than to make politically difficult cost cuts in present consumption. Since the social sectors and defense/administration are relatively labor intensive with high recurrent costs, reducing expenditures on them not only cuts back services highly valued by the public, but also causes relatively high unemployment per unit of reduction. 1959, 1960, 1962, 1979, 1982, and 1983 Of these, the most often and widely used is the first, military expenditure as a percentage of GNP. Clearly, however, there are some major problems with this particular measure. For example, the largest proportion of GNP is unavailable for direct allocation by national leaders and policymakers and, thus, the percent-GNP measure cannot demonstrate the priorities of such policymakers. In addition, since Venezuela's GNP is relatively large by Third World standards, it takes large changes in military expenditure to appear as anything more than a change of a few tenths of one percent in such an index.
THE VENEZUELAN CASE
As with the examination of austerity measures above, real military expenditure as a percentage of the nation's federal budget is probably the most useful measure of longer run movements in national priorities. It focuses precisely on the priorities of the nation's policymakers. By this measure, it is clear that there have been at least six major cycles ( • Despite several cyclical patterns, military expenditures in Venezuela generally seem to enjoy a particular stability and are not all that vulnerable to financialausterity-induced cutbacks. The stability in military expenditures is also apparent (Table 2) in examining longer term trends in the ratios of military expenditure to other major macroeconomic aggregates. In terms of real gross domestic product, military expenditures have averaged between 1.5 and 2 percent over the 1950 to 1983 period.
In terms of the shares ofreal government consumption or real government revenues, however, military expenditure seems to be somewhat more volatile. Several cyclical patterns seem to emerge:
I. In terms of real government revenues, a more stable pattern appears, with less fluctuation over time and fewer major cycles in military expenditure.
2. Military expenditure shows most stability in terms of the government's real level of consumption.
3. The link between all measures of economic activity-real GDP, real government expenditure, real government revenues and real government consumption and real defense expenditure seems to be weakening, i.e., there does not appear to be the degree of stability in the 1970s and 1980s that characterized the period of the 1950s and 1960s.
4. The historical stability in defense expenditures would seem to indicate that the government's current austerity measures will not result in major cutbacks in military-related activities.
CONCLUSIONS
On one hand, the results presented above suggest that a high level of stability exists in Venezuelan defense expenditures but that this stability may not hold up during the country's current period of austerity. On the other hand, the results suggest that cutbacks in defense expenditures are likely to be much lower than in other functional areas.
